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International Trade, Not Aid 


* 


rR. MacKenzie: We are going to discuss what is implied for us all 
the phrase “trade, not aid,” or “international trade, not aid.” But, 
st, let me call in the American members of our discussion team. 
slo, Gardner Cowles, in New York. Would you introduce yourself 
d your colleagues? 


Mr. Cowtes: Yes. I am Gardner Cowles, an American newspaper 
d magazine editor and also chairman of the subcommittee of the 
smmittee for Economic Development in the United States. The CED 
a nonprofit, nonpolitical organization of businessmen and educators, 
voting themselves to objective research on economic policies. We 
ve recently published a policy statement on Britain’s economic prob- 
m and its meaning for America. 

My colleague here this morning is Professor Gardner Patterson, 
onomist of Princeton University. 


Mr. Patrerson: Good afternoon, gentlemen! This is Gardner Pat- 
‘son. 


Mr. MacKenzie: Thank you, gentlemen. 

Here in London I want to introduce the two other members of the 
am: Sir Douglas Copland, Australian economist, now retiring as 
ce-chancellor of the Australian National University at Canberra and 
1 his way to Ottawa, where he will be the Australian High Commis- 
mer in Canada; and, secondly, Mr. F. C. Hooper, managing director 
a large British firm which exports to the United States. 

I think that we all agree that no two countries in the world are on 
tter terms than the United States and Britain. But just recently there 
1s been some rather blunt speaking going on between them, and this 
unt speaking has been immediately caused by the subject of the con- 
acts for the Chief Joseph Dam in the state of Washington. To be 
ank with you, British opinion has been quite disturbed by the failure 
a British company to win that contract, despite the fact that it sub- 
itted the lowest bid. It is felt over here that more than this one con- 
act may be involved. Britain is eager to pursue a policy of interna- 
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tional trade and not aid. That means that we have to be able to sé 
goods into America. But we will return to the subject of that Chie 
Joseph Dam contract in a moment.t 

We might begin by explaining what is meant on this side of th 
water when we use the slogan, “Trade, not aid.” Mr. Hooper, you af 
a British businessman who has been selling to the American marke 
perhaps you could give us some idea of what is involved. 


1 The Chief Joseph Dam is an Army engineering project on the Columbia River in th 
state of Washington. United States Army engineers asked for bids last December 1 on 
contract for transformers and generators at the dam. When the bids were announced, 
was found that an English firm, the Electric Export and Trading Company, was the lowe 
bidder. It put in a bid of $4,406,000 to make the generators and $1,832,000 for the tran 
formers, or a total of $6,238,000. The lowest bid by an American firm was $7,170,000, « 
$932,000 more than the British bid. It is also estimated that the United States governme: 
would collect $681,000 in import duties on this equipment if it came from Britain. 

After discussion in two United States Cabinet meetings, it was announced that the Arn 
had rejected all the bids. On April 22 Army Secretary Stevens announced that new bi 
would be asked after “clarifying certain aspects of the specifications.” Earlier rejection 
the bids had been announced on the basis of the “Buy-America” act—a series of co! 
gressional resolutions and administrative decisions providing in general that domestic pr 
ducers must be favored unless the foreign product is 25 per cent or more cheaper or unle 
the head of the government department or agency determines that the purchase of th 
American product is against the public interest or the cost is unreasonable. The first “Bu 
American” congressional resolution was attached to an appropriation bill in 1933 as 
depression measure to help American producers. The differential in price was left to a 
ministrative decision; and a rule of thumb was adopted that a foreign supplier wou 
have to bid at least 25 per cent under the lowest American bid to get business from tl 
government. 

During the war the government waived this policy and announced that it would bi 
anywhere when it was deemed desirable and “in the public interest.” President Trumé 
waived this in 1951; and in 1952 an administrative order held that if a foreign price ii 
volved savings of more than $5,000, even if the nearest American price were less than 2 
per cent higher, the purchase was to be referred back for administrative procedure. 

A British government spokesman, Secretary for Overseas Trade H. R. Mackeso 
recently said in the House of Commons that he hoped the issue would not be used to pr 
mote ill feeling between the countries. He said he had been informed that “the Americé 
authorities felt they could not assess the comparative quality of British and Americ 
plant.” 

“In my view,” he said, “every effort should have been made in such a case to obta 
the necessary information from the firms concerned rather than invite fresh bids and thu 
in effect, give another chance to firms whose prices were too high.” 

In the British House of Commons debate of April 20, Mr. Peter Thorneycroft, preside 
of the Board of Trade, declared: 

“We were confronted by two factors for the first time in this post-war era. We had 
undertake an enormous switch from sterling to non-sterling markets and we were facit 
world-wide competition on a buyers’ market. The most satisfactory factor in the expo 
field was that our exports to the United States reached a record figure of $400m., | 
more than 6 per cent. above 1951. An important part of any solution to the dollar pra 
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R. Hooper: Going into it briefly, I will start it with this sort of a 
ground. Of course, this island with a population of about fifty 
ion can produce food for only about thirty million, so our very 
‘ence depends on bringing food in. Then, in addition, we are short 
aany raw materials—particularly those raw materials from which 
make our manufactured goods—and we have to bring a lot of those 
And, thirdly, and perhaps most important in some ways, we can- 
possibly take our part in the rearmament drive unless we have 
© raw materials, notably nonferrous metals with which to make up 
armaments. Therefore, we have to bring stuff in. Last year we 
ight in about 315 million pounds worth of goods from the United 
2s, about 800 million dollars’ worth. 

ow are we going to pay for those? There are only three ways: 
er we can send goods back to you for which you pay in return; or 
can lend us the money to pay for them; or you can give them to 
Now, “trade, not aid” means that we want to be allowed the oppor- 
ty of sending goods back to you so that we repay you in goods. 


must rest on an expansion of exports in the American market. In this matter America 
aad some big decisions to make. It was not enough for us to be competitive if the 
ricans were to use artificial methods of shutting our goods out of their markets. 
Vhen the bids for two contracts for power transformers and generators for the Chief 
th Dam project were opened last December, the bids of the British firms were $1m. 
- than those of the six American competing firms. Taking import duty into account, the 
g to the American taxpayer would have been about $1,500,000. Under the provi- 
of the ‘Buy-American’ Act a decision on whether to award the contract to the only 
zn firm involved was referred to the Secretary of the Army, and the reports showed 
the matter had been referred to the Secretary of Defence, and had been discussed by 
Jnited States Cabinet. The British Government took steps to make it clear to the 
inistration at the highest levels that a decision not to award the contract to the lowest 
=r because the lowest bidder was a British and not an American firm would inevitably 
-garded here, and indeed in all countries concerned with increasing their exports to 
Jnited States, as a bad omen for the future regarding the foreign trade policy of the 
Administration. 
- was learned late last week that all bids had been rejected. No decision had yet been 
1 on the question of whether to call for new bids or to negotiate with the lowest bid- 
but if new bids were called for it was understood that there would be no specific 
ge in specifications. 
Ve have been surprised and disappointed to hear this news. Whatever the reasons why 
ids have been rejected I feel bound to point out that the effect will be to give all, or at 
‘some, of the American firms a second chance, as they failed at the first, to beat their 
sh competitors on price. On the other hand I find this hard to reconcile with recent 
ments by the American Administration. There is more involved here than the award of 
m. contract. We must regard the treatment and eventual outcome of this case as in 
: way a pointer to the future commercial policy of the American Administration.” 
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Mr. MacKenzie: Sir Douglas, how does this slogan look from ¢ 
Australian point of view? 


Sir Douctas: I think that my friend Hooper stated the case ve 
well. I will add only this: That the responsibility for this rests ve 
largely in the United States and not in the periphery. It is to the inte 
est of the United States that countries outside, which wish to obta 
goods and capital from the United States, should be in a position” 
pay for them, so that they can become honest traders and how 
debtors. 


Mr. MacKenzie: I wonder if you in New York would give us y 
reactions to this slogan and to our definition of the slogan, for it 
more than a slogan; it is a policy, as we have had it described here 
London. 


Mr. Cow zs: I would like to make just a few basic comments fir 
The people in the United States, you know, do not feel that forei 
trade is nearly so important as Britons do. It is a life-and-death matt 
to the people of Britain; it is not a life-and-death matter for the peop 
of America. Also the United States has grown very rich and ve 
powerful with high protectionist tariff policies, and it is very hard | 
persuade the mass of the people that some basic change in nation 
policy is necessary. In other words, we have only recently really becom 
a great creditor nation, and many Americans do not yet realize whi 
that implies in regard to international trade and international inv 
ment. 

I want to make the point that the CED, which I would say is 
haps the most responsible and respected of the nongovernmental | 
search organizations here, did recommend that the Reciprocal Trad 
Agreements Act be extended and not weakened in any way. V 
recommended that Congress grant the President authority to redu 
tariff duty unilaterally. We urged that the custom procedures be si 
plified. We wanted a progressive removal of import quotas on ot 
agricultural imports. And, finally, we asked for great liberalization | 
not outright repeal of the “Buy-American” act. : 

I want to mention that there is a large body of responsible busine 
opinion in the United States that realizes that the United States need 
to make certain changes in its governmental policies in order to stimu 
late foreign investment and foreign trade. However, it is going to ta 
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eat deal of further education here in the United States with the 
s of the public in order to influence the Congress. 


m. Patrerson: I am afraid that I might have to take some issue 
1 Mr. Hooper in his presentation, because I do think that it throws 
h too much emphasis and responsibility for doing something about 
dollar and import problem of Britain on the United States. I think 
some of these points will come out later, but I must say that I do 
k that, no matter what the United States did to facilitate the im- 
s of foreign goods, should it remove all barriers altogether, the 
vlems the United Kingdom has in importing the goods which she 
ls for the reasons Mr. Hooper mentioned there would still be very 
it problems, indeed. These are really within the control of the 
ted Kingdom and of the sterling-area countries and quite outside 
control of the United States. We will get into these points a bit 
- and at present need not pursue them any further until we hear 
¢ from Mr. Hooper or Sir Douglas. 


ir. MacKenzie: We certainly will have a look at these problems of 
ish policy as well. Perhaps we might, indeed, break this part of 
idiscussion into two sections: First of all, at the worries and indeed 
criticisms that the British and other parts of the Commonwealth 
* to make about American policy and then, in turn, look at our- 
es over on this side of the water. Hooper, you did imply some rather 
ag views on this. Would you care to launch them, and then per- 
3 we can examine them? 


‘r. Hooper: First of all, in relation to what Cowles said, the 
endations which he and his colleagues made would materially 
» the situation. Of course, they would! I am delighted with their 
port. 
That I want to know is what hope there is of even a fraction of 
n being implemented. You say that Americans, the U.S.A., are not 
ndent, as we are, on exports. Of course you are not. I realize that. 
_as a businessman who does export goods—last year it was 315 mil- 
pounds’ worth of goods—and those of us who are responsible for 
g it have to find that business somewhere. That is the first point. 
d one other point: You have wonderful productive efficiency. I 
it to you in every way on that. But you are now, or shortly will 
dI venture to say that, had it not been for the Korean war, would 


| 


now be, right in the middle of this problem: What are you going to ¢ 
with your surpluses if you do not export them? 
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Mr. MacKenzie: Let us take those points in turn. What abo 
Hooper’s first point, Cowles? 


Mr. Cowtes: I would like to comment obliquely on it to try to gi 
you a feeling of public opinion over here. I am speaking now of tl 
public generally, not of the best-informed economists or businessme 
The general public over here cannot quite understand, when Britis 
production is now substantially above the prewar level, why the 
should be this continuing internal inflation in Britain and why si 
cannot solve her dollar problem through adequate exports. Mr. Ps 
terson wants to say something here. 


Mr. Parrerson: Yes. I do think that this is one of those problen 
which is outside our control and which has been a very importa! 
factor in the inability of Britain to earn as many dollars as she wante 
There seems to have been a somewhat higher degree of inflation in th 
United Kingdom and in some of the sterling-area countries than : 
the United States. So long as this continues, Britain is certainly goir 
to have difficulty selling here, no matter what we do about our tariff 
This is one of those problems which tends to be slighted in this sloga 
“Trade, not aid,” and it seems to me clearly the responsibility of tl 
United Kingdom to do something about this. Certainly it is not withi 
our power to do anything about it. 


Mr. MacKenzie: Remember, though, that we want an answer | 
that first question of Hooper’s. What are the prospects of these vei 
fine and noble statements being implemented in America today? 


Mr. Cowtzs: In my opinion, they are going to be implemented on 
slowly and in part. I wish that I could be more optimistic on th 
point, but I want to be very frank. I think that you need to rememb 
in Britain that the Republican party has just come back into power i 
this country after twenty years and that it is a very big problem chan, 
ing government after twenty years. I would say that in the fir 
hundred days of the Eisenhower administration the Republicans ha’ 
been preoccupied trying to find ways to cut down the size of the mil 
tary budget and to get more efficiency into our military productio: 
Frankly, the Eisenhower administration has not yet grappled wit 
some of these very basic questions of shift in American policy on trad 
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ir. Patrerson: I would like to add one other thing. Entirely apart 
a what has or has not been done in the last three months, it has to 
realized that this import problem, so far as the United States is 
cerned, is, of course, relatively minor in the sense that, if we really 
ced our tariffs very substantially, it has been estimated that not 
- one worker out of a thousand would be unemployed as a conse- 
‘ace of import competition. This looks pretty small. 

t the point which we have to keep in mind in understanding why 
ong the public generally there is resistance to such lowering of tariffs 
nat the effects of increased imports tend to be very much pinpointed 
the United States. That is to say, an expansion of imports is not 
oss the board, affecting a little bit of employment in most industries. 
ends to be concentrated very heavily in specific industries and, more 
ortant, in specific communities. The way our legislative system 
*ks means very frequently that, when a given import, whether it be 
s, pottery, watches, or what will you, is greatly expanded, this really 
tes an extremely difficult problem for a given town in Massachu- 
is or some other place. It is this deep concentration and deep effect 
ispecific communities and specific groups of workers which causes 
ood bit of the resistance, I think, to expanded imports, because most 
»ple realize that, in terms of our total employment and total income, 
’ possible imports are quite small. 


$m Dovuctas: I would very much like to come in at this point. I 
nk that it is quite unfair for me to chide either Cowles or Patterson, 
.o are both, I know, anxious to see this problem solved. But I would 
© to put one point. I should add that I am a born optimist about 
*se matters, and I do not take the pessimistic view that a lot of people 
this side of the water or on your side of the water take. Cowles said 
lier that this was not a life-and-death matter to the people of the 
1ited States. I would like to say that I think that it is. My reason for 
ring this is that the United States is now the accepted leader in the 
nomic affairs of the Western world, and, as such, the responsibility 
on it to see that it has a currency which is viable. As a creditor, the 
1ited States dollar is less viable than sterling is to the debtor country. 
ju might just as well try to fight a war with a shortage of ammuni- 
n as to lead a world with a shortage of your own currency. So I 
ink that this simple illustration of the Chief Joseph Dam points up 
is very problem. If the United States does want the rest of the world 
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to live and to develop as one world in expansion, it must establish’ 
state of affairs in which people who are trying to put their houses in o 
der are able to compete freely. I would say that it is the responsibility ¢ 
the United States to give assistance to the people in the sterling are 
who are now anxious to move along this road, though a rather hai 
road, a return to the freedom of international trade; to get rid of the 
own restrictions which have been bothersome over the last six or seve 
years. And the moment they do this they are up against this wall. 

I know that both of you gentlemen are trying your best to remove 
and I will just add one point. One important fact which is going | 
help to remove it is that the economy of the United States is expan 
ing at such a rate that it will require an ever increasing supply of ra 
materials from abroad, and these raw materials can be produced on 
by developing the undeveloped countries, many of them in the sterlir 
area. This, in turn, will depend upon investment from the Unite 
States. So that you will get this common factor operating—the i: 
creased amount of materials, the increased necessity for investment « 
a better basis—and both of these things will move forward toward tl 
solution of this wretched dollar problem. 


. Mr. MacKenzie: New York, would you care to reply to that? 


Mr. Cow es: I would like just to ask a question in reply really 
both Copland and Hooper. Let us assume that there were complete 
free trade, both ways, between the United States and England—t 
trade barriers, no tariff wall, no import quotas—do you actually thir 
that it would benefit or injure England in the next decade? 


Mr. MacKenzie: This is moving us on to the second part of ot 
discussion—our examination of the implications of international tra 
or of “trade, not aid.” Namely, what are the things which need to | 
done on this side? We are happy to move on to that, although I thir 
that there is just one final question which I know our people want 
to raise: What significance should we attach, if any, to this rece: 
controversy over the contract regarding the dam? Do you feel that 
is merely one incident which we should not take too seriously, or, ¢ 
you feel that it is a grave omen concerning the policy of the ne 
Administration? 


Mr. Partrerson: I should think that it was not the latter. As an o 
server of these things in the United States I have been impressed du 
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the past year with the increasing number of responsible organiza- 
‘s and individuals who have come to the conclusion that the “Buy- 
serican” act, under which this contract was not awarded to the 
ish producer, is outmoded and quite inconsistent with our policies. 
a might be encouraged to know, for example, that just yesterday, 
New York Times had an editorial on this, pointing out the “star- 
g inconsistency of this particular operation.” I would therefore 
k that this is an isolated example. We had one a couple of years 
in Seattle, you may remember, in connection with a power plant 
something or other. I think that the “Buy-American” provision is 
ibably losing support rather rapidly in the United States. 


Mir. MacKenzie: We are happy to go back to your question about 
implications for this country, for example, of a policy of free trade 
ween Great Britain and the United States. 


31x Douetas: Of course, it is a grossly improper question, and that 
10 doubt why you addressed it to us, because, as you well know, that 
t of thinking at that level and of that magnitude would throw the 
ynomy of both countries all over the place. But, if it happened—it is 
yurely theoretical question, and you put it along those lines—on the 
ole, I think that we should come off better. There is your set 
swer. But, in fact, what I would like to see is that that policy could 
an end product and that we should gradually work toward it from 
h sides, over a period of, let us say, twenty-five years. 


Mr. MacKenzie: I think that we will agree that that is a rather long- 
ige and theoretical question, but we would like to have, from your 
e now, some fairly frank observations on what you think this coun- 
and the rest of the sterling area needs to do if it is to live up to the 
portunities for trade which do exist and which may exist in the 
ure. Patterson, earlier you implied that you thought our side of the 
ter was putting altogether too much emphasis on what the United 
tes ought to do. Could you give us some idea of what you had in 
nd when you implied those criticisms of British policy? 


Mr. Patrerson: I would like to take advantage of one particular 
ect of this problem which perhaps Copland can shed some light on. 
has seemed to me, for example, that one of the reasons Britain has 
many imports to the United States is that she is not able to buy with 
rling or from the sterling-area countries certain of the foodstuffs 


which she formerly bought from these areas. That is, she has shifte 
her imports of some of these goods from the sterling-area countries t 
the United States, and this creates a problem for finding dollars to pa 
for them. I am told that in Australia there has been in recent years a 
emphasis on new investment’s going into industry, with the cons 
quence that there has been a reduction in the amount of wheat whic 
is being produced in that country. This has had the effect of forcin 
Britain and some of the other sterling-area countries to buy doll 
wheat in Canada or the United States. I think that this problem « 
third-area trade is very important and that, while in not in any sen: 
criticizing what Australia’s policy has been, if you want to industrializ 
Australia, you are probably going to create problems for Britain. 
would very much like to have Copland’s comment on this. 
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Sir Douctas: I do not see why Australia’s industrialization shoul 
turn upon the policy of the dollar countries. It is true that Canada h: 
gone into the dollar area even more than the United States, so th: 
the United Kingdom, so far as she depends on food imports from the: 
countries, must provide dollars. It is also true that in the recent yea: 
there has been an emphasis upon industrial development in Australi 
but that is now turning, and it is a proper emphasis, because for mar 
years we suspended our development in the depression and in the wa 
We have to go on with these basic developments in order to absor 
large numbers of immigrants. 

But if I can turn the point around, if you in the United States woul 
open your doors to Australian meat, we would be able—and that is tk 
really important thing—to expand animal husbandry, we would | 
able to expand our rural development to earn dollars and to meet con 
mitments on what we could obtain in the way of dollar loans in tk 
United States. That, again, emphasizes the point that this should | 
three-way, multilateral trade, not just between England and the Unite 
States. 


Mr. Partrerson: I would like to interrupt there, if I might, to en 
phasize that point. I do think that one danger in talking abot 
British-American relations frequently is to put it on sort of a bilater 
basis. We must always remember that both of our countries real: 
depend upon a multilateralization of this trade. I would really like | 
underline that point. 


Mr. MacKenzie: Patterson, you implied that you had more tha 
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s one criticism. The first criticism, I take, was that Britain tends to 
y certain things in the dollar area, which she could just as well get 
ewhere in the sterling area. What other criticisms have you to make 
out British economic practice? 


Mr. Parrerson: I would like not to think of these as criticisms; 
vould like, rather, to think of them as causes of Britain’s problem 
ich are outside of our control. 


“Ar. MacKenzie: All right; go ahead. 


Mr. Parrerson: I did mention that inflation problem earlier. But 
most important problem of all, it seems to me, is this question: 
wwe removed all of our barriers, are Britain and the sterling-area 
intries really able to produce the sort of goods in the quantities 
d at the times which the United States would want? This is a 
atile market in the United States, and many people on the Con- 
ent frequently talk about the uniformity of tastes which we have. 
lis may be true by their standards, but, while we may have uni- 
Wm tastes in any one year, they shift from year to year. This means 
it, if you are really going to invade this market, you have to have 
very flexible production structure. You have to be able to move 
©) new goods all the time. My impression is that the American 
sinessman has, in the past at least, been able, for a series of reasons, 
‘transfer to producing new and different types of goods more 
ckly than his European competitors, with the result that that is 
ere they face the competition. 


r. MacKenzie: This is Hooper’s question, I am sure, because 
is selling into the American market. 


. Hooper: I am going to give you two answers to that. In the 
place, if that is the case, if you and the American nation as a 
le or the informed part in this subject of your nation feel that 
are managerially incompetent and are unable to produce these 
ods, why do you have to keep up this high-tariff hedge? That is 
mt one. It seems to me that you are doing it purely in a vacuum 
at sense. 


. Parrerson: Frankly, if I may interrupt, again, Mr. Hooper, 
not think that we have to keep it up myself. 
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Mr. Hooper: No, but the American manufacturers think 
do they not? 


Mr. Patterson: Well, I cannot speak for them. 


Mr. Hooper: As you rightly said, this is not a national problem; 
it is split up into districts and into industries. In my experience and 
in the experience of many British exporters, whenever we are be 
ginning to get a foot in, there is at once the question of raisin 
tariffs. I know it. I do not know how old you two gentlemen 7 
but I am getting on, and I would say in most of my experience, be 
tween the two wars, I have seen British industrialists doing exactlj 
the same thing, imploring their governments to put up protective 
walls and unfortunately getting them put up, always a barrier te 
efficiency. : 

But let me deal with the next question of whether we can product 
the goods. In the first place, if we cannot produce the goods, yot 
have nothing to fear from us. But I think that we can. I want t 
tell you, if I may take, first, a little more than my usual time, why 
we have had difficulties—difficulties I am quite positive you gentle 
men know nothing about. They started during the war. Do yot 
realize, gentlemen, that during the war many British manufacturing 
industries were almost entirely closed down. I can quote you severa 
that were allowed to do only 15 per cent of their prewar productio: 
in consumer goods. They had their factories taken away. They x 
their machinery put into cotton wool, so to speak, for the wat 
They had their labor force and their craftsmen taken from them. I 
took us two or three years to recover from that. Just as we wert 
getting out of that we went into the Korean war with you on 
rearmament program, and controls were clamped down. I wond 
if you realize what a job a British manufacturer has to do in quotin 
for one of your markets. Quite rightly he has to fix a price; he ha 
to fix a time for delivery and a schedule of quality. 


Mr. MacKenzie: I am going to ask New York to give a reply an 
comment. I am afraid we will have to be very brief all around. 


Mr. Cowtss: I just want to say that I think this slogan, “Tra 
not aid” may be unfortunate. I am afraid the American people, 
they keep hearing that and that alone coming from England, 
think that that is the sole answer to all the problems which we 
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fs facing. I think that the problem is much more complex than 
it. In fact, American investment abroad is very badly needed, and 
m hopeful that our Congress here is going to take certain measures 
hang our tax laws to make it more attractive for American capital 
move abroad. So, I do not want us simply to stress the three words, 
ade, not aid,” to the exclusion of everything else. 

And then I think that you should realize that there are a good 
my congressmen and businessmen in the United States who feel 
it Britain has gone much too far in allowing her economy to be 
voted to consumption goods and to social services and that there are 
ious things you could do, regardless of our laws here, to redirect 
ar economy so that you would be increasing your productivity and 
iting the emphasis on your export industries. 


) 
: Rounp Tasue, oldest educational program continuously on the air, is broadcast entire- 
without script, although participants meet in advance, prepare a topical outline, and ex- 
nge data and views. The opinion of each speaker is his own and in no way involves the 
sonsibility of either the University of Chicago or the National Broadcasting Company. 
> supplementary information in this pamphlet has been developed by staff research and 
1ot to be considered as representing the opinions of the Rounp TasLE speakers. 


BRITAIN’S ECONOMIC PROBLEM AND ITS 
MEANING FOR AMERICA* 


Highlights of a Statement on National Policy Issued 
by the Research and Policy Committee of the 


Committee for Economic Development 
* 


Britain is our strongest and closest ally. The solution of her economi 
problem and the strengthening of the British Commonwealth and 
Anglo-American partnership have a special importance for the Unite 
States and for the whole free world. 

Since the war, Britain has had two main economic problems. First, 
output of the British economy has not been growing fast enough, nor i 
the right directions. Second, Britain has been plagued with continuin 
internal inflation. For these reasons, she has not been able simultaneous! 
to bear the cost of a major military role in the North Atlantic Trea 
Organization, to maintain her position in the British Commonwealth, t 
satisfy the rising economic expectations of her people, and to balance hej 
international payments. 

The problem is not a temporary one of recovery from the war 
Although there has been considerable recovery, serious strain persists 
Earlier reasons for hoping that time plus American aid would eliminate 
Britain’s economic troubles are no longer convincing. It is now clear tha 
an American policy of merely propping up the British economy by con 
tinuing aid on the present basis would be self-defeating. 

A new approach to Britain’s economic problem must be found. 
will require a reassessment of the causes of the weakness of Britain’ 
international economic position. It will require also the development o 
measures to deal with these causes. Many of the measures needed are 
combined United States—United Kingdom—Commonwealth measures 

The policy statement summarized here is offered as a contribution 
the understanding of Britain’s economic problem, its meaning to Amer. 
ica, and the measures for dealing with it, as seen through American eye 

The British economy is extremely dependent on foreign trade. He 
early start in industrialization and her predominant commercial position 
in the nineteenth century led Britain to become the most industrially 


* This summary gives the main points of Britain’s Economic Problem and Its Meanin, 
for America, a Statement on National Policy Issued February 28, 1953, by the Resea 
and Policy Committee of the Committee for Economic Development. Full text of th 
statement is available free from CED, 444 Madison Ave., New York. (Reprinted by special 
permission.) 
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cialized nation in history. This, coupled with her extreme depend- 
ye on ever-expanding export markets and on obtaining, on favorable 
Yns, increasing foreign supplies of food and raw materials, made 
tain’s economy highly vulnerable to basic changes in her political and 
trial position. 

“he industrialization of other countries, combined with tariff protec- 


ort industries became less profitable, more risky and less attractive to 
investment. 


fc. Many of the adaptations of Britain’s industrial structure which 
suld have been taking place failed to materialize. British industry as a 
vole was unable to adapt to the changes in world markets. Its adapt- 
ity was impaired by the reduced incentives for investment in export 
lustries. It was also impaired by the inadequate vigor and progressive- 
ss of much of British management, and by restrictive industrial and 
sor practices. 

This combination of adverse developments in British export markets 
d in British industry led to unemployment and industrial stagnation 
‘the 1920’s, a period in which most other countries were enjoying 
psperity. 

hen chronic depression became acute in 1930, British policy broke 
ith a century-old tradition and started down the road to economic na- 
nalism. A protective tariff and other trade barriers were established. 
licies were adopted to stimulate domestic demand and insulate the 
mmestic economy from conditions in other countries. This foreshad- 
ved the policies maintained after World War II. 

‘The new policies were, on the whole, temporarily, helpful in stimulat- 
domestic demand and reducing unemployment. But they stimulated 
‘ise in imports without appreciably increasing exports. The new poli- 
-s could not eliminate the underlying difficulties of the British econ- 
ay. They relieved industrial stagnation and chronic unemployment at 
> cost of chronic balance-of-payments trouble. 

ritain’s economic difficulties are far more acute today than during 
© inter-war years, despite the recovery of British production to well 
ove pre-war levels. This is in part a direct effect of the war itself. The 
ritish problem has also been worsened by deep-seated changes in the 
litical and economic structure of the world, which were aggravated 
’ the war. And in part, Britain’s economic troubles today are the result 
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of a new development: a tendency for domestic and foreign demands 
the British economy to grow more rapidly than output. 

Together, these developments are responsible for the two major e 
nomic difficulites of Britain today: insufficient and misdirected outp 
and continuing inflation. 

Strain on the United Kingdom’s balance of payments, which was 
ready developing in the 1930’s, has been intensified. In the face of 
rising world demand for agricultural commodities since the war, the ra 
of growth of agricultural exports from non-dollar countries has d 
clined. This has aggravated Britain’s balance-of-payments problem, foi 
it has raised the prices of British imports relative to British export pric 
And Britain has been forced to buy from the United States and Canad: 
agricultural staples formerly imported from non-dollar areas. This is : 
central reason for Britain’s “dollar shortage.” 

Britain’s dollar earnings from services, such as shipping, and from 
her dollar investments have declined. And except in the remaining 
British colonies, the United Kingdom is no longer able to earn dollar 
net in “third areas”—areas other than Europe and North America. Th 
result has been the United Kingdom’s continuing dollar deficit, financec 
by American aid and by drawing on gold and dollar reserves. 

Britain’s inability to earn sufficient dollars by building up a surplus:o 
exports over imports from independent third countries, a surplus whicl 
could be paid for in dollars as before the war, is the result of severa 
important developments. Apart from the adverse movement in Britain’ 
terms of trade, it is the result mainly of the greater competitive ability 
of American industry in third areas. Not only are many of Britain’ 
former third area sources of dollar earnings turning to America foi 
imports; the United Kingdom has also had to finance the dollar deficit: 
of the sterling area members among the Commonwealth countries. 

Britain has been unable to solve its dollar problem by increasing it 
direct exports to the United States. The novelty to British industry o} 
making the necessary sales promotion effort, the shortage of funds fot 
investment, and the insufficient intiative of much British management 
are not the only reasons for this failure. The American tariff prevent: 
many British manufactures from being competitive in the Americat 
market from the standpoint of price. Moreover, the British manufactur 
fears that if he is successful in breaking into the American market 
American competitors will obtain an increased tariff against his produ 
Meanwhile, the gold and dollar reserve of the sterling area remai 
inadequate. 
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“he British economy has failed to achieve a proper balance between 
ney demand and the physical resources available to satisfy it. The 
ult has been continuing inflationary pressure since the war. And be- 
se the pattern of demand has given such a high priority to consump- 
and social services, demand has been not only excessive but also bad- 
distributed from the standpoint of increasing productivity and ex- 
ts. In addition, capital has been exported to the sterling area, primar- 
in the form of releases from the wartime sterling balances—the debt 
ritain to the rest of the sterling area. Since the Korean War began, 
mament has added to inflationary pressure. And finally, the sharply 
tuced rate of growth of productivity since 1950 has contributed to 
tish inflation. While it has helped British industry to recover rapidly 
its post-war low point, continuing inflationary pressures, plus the 
varatus of direct controls and the heavy business taxation that have 
sompanied it, have been damaging to Britain’s international economic 
sition. Inflation in Britain and in the sterling area inhibits current ex- 
rts to non-sterling markets, retards necessary changes in the structure 
British industry and cuts back the investment on which future growth 
output and exports depends. 

Because our security is so much affected by Britain’s strength and 
endship, Britain’s economic problem is in part our problem. In the 
‘ance of this summary we discuss some of the major policy issues to 
sich we believe particular attention should be given. 

The first condition of Britain’s present and future economic health is 
bring about a pattern of use of British resources which gives a higher 
jority to industrial investment and to non-sterling exports. This will 
quire, first, the avoidance of general inflationary pressure, and second, 
‘tain policy changes to alter the pattern of spending in the British 
onomy. These things must be done in a way that will strengthen 
cher than weaken the Anglo-American partnership, the Common- 
salth and the NATO. 

Looking ahead, the British government and people face three main 
ues: 

First, how can industrial investment, especially in export industries, 
expanded without further risk to monetary stability and further 
‘ain on Britain’s balance of payments? This will require changes in 
€ present composition of domestic investment, public and private. The 
ED believes that the British should consider whether the present rate 
public investment in less productive sectors could not be reduced, and 
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policies reoriented to promote investment in the industries where 
best export opportunities exist. 

Second, what policy should be followed concerning the level of wages 
and other money incomes? The now slower growth of British prod 
tion and the need for increased exports and industrial investment sugge! 
that increases in wages and in government social welfare payments wi 
have to be kept within conservative limits. 

Third, what level of military production should the British econom 
maintain over the next two or three years? A way must be found to i 
crease the supply of capital goods needed to expand the capacity o 
British industry. If, for military reasons, the over-all NATO milita 
program cannot be slowed down, an alternative is for the United State 
to assume a larger share of the NATO production program. But thi 
complex issue involves a careful weighing of military against econon 
considerations, and we offer no judgment on its military aspect. 

Decision on these difficult questions of policy is governed by an i 
escapable fact: The issue is not whether demands on British resource 
will be trimmed to the size of those resources, but how this will be 
brought about. It can be accomplished in an orderly and rational way 
only if the British people will accept a rate of growth of consumptiof 
consistent with Britain’s present means and future solvency, and wi 
her responsibilities in the Commonwealth, the Anglo-American partner 
ship and the NATO. If the British will adhere to a program of thi 
kind, the United States should be prepared, if necessary, to assume for ¢ 
period an increased share of the burden of defending the free world 

Other measures are also needed to ease the strain on the balance o 
payments of the United Kingdom and sterling area. Measures are 
needed (1) to increase Britain’s current dollar earnings, (2) to prevent 
excessive fluctuation in the sterling area’s dollar earnings, (3) to in 
crease confidence in sterling, and (4) to strengthen the economic organ 
ization of the Commonwealth. 

American commercial policies reduce the ability of other countries to 
earn the dollars they need to pay for American exports. These policie 
no longer justified on grounds of national interest, keep other countries 
dependent on American aid, adding substantially to our tax burden and 
leading to a less efficient use of our resources. 

CED therefore recommends: 

1) That we continue to negotiate selective reductions in our tariffs 

through an extended Trade Agreements Act, free of weakening 
legislative amendments such as the “peril point” provisions. 
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That Congress grant to the President authority to reduce tariff 
duties unilaterally, under principles and limitations laid down by 
Congress. 


Simplification of our customs procedures. 
Progressive removal of import quotas on our agricultural imports. 


Great liberalization, if-not outright repeal, of the “Buy American 
Zo Ne ome 


-itish dollar earnings from services, particularly shipping, can be 
ased if present laws requiring preference to American ships are 
ed. And if measures can be taken to reduce fluctuations in United 
Hes imports of raw materials, sterling area dollar earnings may be 
ased and made more stable. 

t present, the holder of sterling in Britain and the rest of the sterling 
, enjoys very limited rights to convert his pounds into dollars, even 
current, non-capital transactions. These restrictions reflect the sterling 
i’s shortage of dollars relative to the demand of sterling area resi- 
s for dollar imports and dollar services. Restrictions on the converti- 
iy of sterling can be relaxed only as the sterling area’s shortage of 
.ars is reduced, but we believe that it should be an objective of British 
_ American policy to increase current account convertibility as 
idly as circumstances permit. 

“he sterling balances continue to represent a potential threat of more 
tion in the United Kingdom. If means could be found to fund or to 
mark for development use a larger part of the balances, the financial 
ition of Britain and the sterling area would be materially strength- 


there is still another course that may be helpful in correcting the un- 
nce of the sterling area’s international payments: adjustment of the 
hange rate of the pound. Whether this course may be desirable in the 
ure should be determined in the light of the success of the measures 
have discussed above. 
has become increasingly clear over the last two or three years that 
sterling area financial arrangements in their present form contribute 
inflation and to the sterling area’s balance-of-payments troubles. We 
ieve, therefore, that present arrangements for consultation about and 
dination of economic policies among Commonwealth members need 
=ngthening. 
[he measures we have discussed of others of similar purpose can im- 
ove the pattern of use of British resources and ease the strain on the 
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sterling area’s balance of payments. But they will not be sufficient | 
overcome the more deep-seated and structural causes of the weakné 
of Britain’s international economic position. To accomplish this requin 
the removal of fundamental obstacles to a more rapid long-run increa 
in the output of the British economy. Without accelerated growth : 
production and productivity, the United Kingdom will be unable | 
play its proper political, economic and military role in the world. Ni 
will it be able to provide a standard of living for its people that cor 
sponds in some degree to their rising expectations. 

The two most basic conditions of British economic health are ( 
greater initiative in introducing technological innovations, increasif 
labor productivity and expanding output, and (2) access to expandin 
and secure foreign markets. 

How can market opportunities for British exports be improved? 
expansion of sales in the United States depends to a great extent on fin¢ 
ing ways to give British manufacturers the feeling that they will ha 
continuing access to the American market, without the danger of an if 
crease in their tariff handicap. The prospective growth of demand ¢ 
less-developed countries for British exports could be somewhat improve 
by an increased flow of American development capital to these co 
tries, particularly those which are Commonwealth members. 

How can the vigor and technical progressiveness of British industt 
be increased? We believe that the British government should conside 
whether tax policy could be so revised as to offer a less serious obstac 
to progressive and adaptive business policies. We believe also that 
British government’s support or tolerance of restrictive industrial an 
labor practices should be reconsidered, with a view to creating incentive 
and competitive pressures favorable to technological advance. And cof 
tact between British and American management and labor should b 
increased. 

Through its effects on Commonwealth demand for British export 
greater American private investment in Britain and the Commonweal 
could make an important contribution to the basic problem of Britis 
industry. It would improve the dollar position of the sterling area. 
main obstacle is lack of confidence on the part of American investo 
that their investments will not be subject to economic or political ha 
ards essentially different from those at home. Measures are needed t 
increase the confidence of American investors. 
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